• to provide tax administrations with useful information to employ in conducting an appropriately thorough transfer pricing audit (OECD 2015) .
In order to achieve the above three objectives of the transfer pricing reporting documentation requirements, the OECD recommends that countries adopt a standardised approach to the compilation of transfer pricing documentation by following the suggested three-tiered structure (OECD 2015) .
Such a structure should consist of:
• a master file • a local file • a CbC report.
The master file should provide a high-level overview of the MNE Group business. This includes information regarding the nature of its global business operations, its overall transfer pricing policies and its global allocation of income and economic activity. The master file would be available to all relevant country tax administrations. This will assist the relevant tax administrations in evaluating the presence of a significant transfer pricing risk (OECD 2015) .
In contrast to the high-level overview provided by the master file, the local file should provide more detailed information, including specific intercompany transactions in each country or the jurisdiction in which the companies operate. Detailed information will consist of the identification of relevant related party transactions, the amounts involved in those transactions, and the company's analysis of the transfer pricing determinations they have made with regard to those transactions (OECD 2015) .
Providing even greater detail than the local file, the purpose of the CbC report is to aggregate tax jurisdiction-wide, indepth information relating to the global allocation of the income, the taxes paid and certain indicators of the location of economic activity among tax jurisdictions in which the MNE Group operates. The report also requires a listing of all the constituent entities for which financial information is reported. This list includes the tax jurisdiction of incorporation, if different from the tax jurisdiction of residence, as well as the nature of the main business activities carried out by that constituent entity (OECD 2015) .
Action 13 requires the reporting entity of the MNE Group to collect and file the CbC reporting information in its country of residence. The CbC report provides tax authorities with information on the global allocation of the group income and stipulates where the management functions are performed, assets are used and risks are assumed. The CbC report is applicable to all OECD member countries (OECD 2015 The SA CbC Regulations were closely modelled on the model legislation related to the CbC reporting published in the final report (OECD 2015; SARS 2017a) . The adoption of the model legislation, that is, the standardised approach, for the compilation of transfer documentation suggested by the OECD in the domestic legislation of South Africa leads to ambiguity regarding the interpretation and application thereof, which might influence the scope of CbC reporting, in a South African context. These ambiguities relate to the identification of a MNE Group and the determination of the total consolidated group revenue of that MNE Group.
Article 2 of the SA CbC Regulations sets the filing obligation, that is, the scope of CbC reporting which prescribes that each ultimate parent entity of an MNE Group that is resident for tax purposes in South Africa must file a CbC report if the total consolidated group revenue of that MNE Group is in excess of R10 billion (SARS 2016).
There seems to be no real consensus on how an MNE Group must be defined and total consolidated group revenue be determined for the purposes of CbC reporting in a South African context.
The remainder of this study is structured as follows:
• A discussion of the research objectives.
• The review identifying ambiguities that might influence the scope of CbC reporting in South Africa.
• The empirical analysis used to explore the impact of the identified ambiguities on Johannesburg Stock Exchange (JSE)-listed companies.
• Discussion of the results of the quantitative analysis.
• A summary and conclusion of the study.
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Research objectives
The primary objective of this study is to identify and address ambiguities that might influence the filing obligation and subsequent scope of CbC reporting in South Africa. The following research questions were developed from the primary objective:
• The definition that might cause ambiguity regarding the identification of entities qualifying as group entities of an MNE Group is that of Constituent Entity. This definition is contained in Article 1 of the SA CbC Regulations and reads as follows:
The term 'Constituent Entity' means (i) any separate business unit of an MNE Group that is included in the Consolidated Financial Statements of the MNE Group for financial reporting purposes, or would be so included if equity interests in such business unit of an MNE Group were traded on a public securities exchange;
(ii) any such business unit that is excluded from the MNE Group's Consolidated Financial Statements solely on size or materiality grounds; and (iii) any permanent establishment of any separate business unit of the MNE Group included in (i) or (ii) above provided the business unit prepares a separate financial statement for such permanent establishment for financial reporting, regulatory, tax reporting, or internal management control purposes. (SARS 2016:30) Ambiguity exists as to whether non-controlling entities, such as associates and joint ventures, should be included as a socalled Constituent Entity of an MNE Group for CbC reporting purposes.
When following this definition, one would have to determine whether the associated entity or joint venture is a separate business unit of the MNE Group included in the consolidated financial statements, as defined in the SA CbC Regulations or an MNE Group for financial reporting purposes.
In South Africa, IFRS 10 outlines the requirements for the preparation and presentation of consolidated financial statements. In order to be included in the consolidated financial statements of an MNE Group, the entities would have to be controlled entities in the MNE Group (IFRS 10 2011:par. 5-6).
Control implies that the parent has power over the investee, has exposure or rights to variable returns from its involvement with the investee and has the ability to use its power over the investee to affect the amount of the investor's returns (IFRS 10 2011:par. 5-6, par. 8).
If a parent entity has control over another entity, the parent should combine items of assets, liabilities, equity, income, expenses and cash flows of the parent with those of its subsidiaries to present the parent as a single economic entity (IFRS 10 2011:B86).
Where a parent entity has no control, but significant influence over an entity, such an investment represents a non-controlling interest. In practice, an investment of between 20% and 40% in another entity generally implies significant influence. A parent presents non-controlling interests in its consolidated statement of financial position within equity, separately from the equity of the owners of the parent (IRFS 10 2011:par. 22).
International Accounting Standard (IAS) 28 applies to all entities that are investors with joint control of, or significant influence over, an investee (associate or joint venture) (IAS 28 2011:par. 2). One of the objectives of IAS 28 is to set out the requirements for the application of the equity method when accounting for investments in associates and joint ventures (IAS 28 2011:par. 1).
Under the equity method, upon initial recognition the investment in an associate or a joint venture is recognised at cost and the carrying amount is increased or decreased to recognise the investor's share of the profit or loss of the investee after the date of acquisition (IAS 28 2011:par. 10 The second test for a company in relation to another company is that the company will be a connected person if at least 20% of the equity shares in the company are held by that other company.
These two tests apply to circumstances where there is direct shareholding. Where there is no direct shareholding, a company will be a connected person in relation to another entity if such other entity is managed or controlled (more than 50% shareholding) by any person who or which is a connected person in relation to such company.
A group of companies is also defined in section 1 of the ITA as meaning two or more companies in which one company, the controlling group company, directly or indirectly holds shares in at least one other company, the controlled group company, to the extent that:
• at least 70% of the equity shares in each controlled group company are directly held by the controlling group company, one or more other controlled group companies or any combination thereof; and • the controlling group company directly holds at least 70% of the equity shares in at least one controlled group company.
In relation to a company, a person is a connected person if a person individually or jointly with any connected person in relation to that person, holds, directly or indirectly, at least 20% of the equity shares or voting rights in the company.
Despite the fact that investments in associates and joint ventures are accounted for in the consolidated financial statements in terms of IFRS, it may be concluded that these types of non-controlling investments should not be considered as Constituent Entities of an MNE Group for CbC reporting purposes in South Africa.
In contradiction, based on domestic income tax legislation in South Africa, it may be concluded that investments in associates and joint ventures can, in fact, qualify as a connected person of a group with shareholding of at least 20%. On this basis, these types of non-controlling investments should consequently be considered as Constituent Entities of an MNE Group for CbC reporting purposes in South Africa. 
The interpretation of the concept 'revenue'
The filing obligation and consequent scope of CbC reporting are dependent on the determination of the total consolidated group revenue of an MNE Group. The concept 'revenue' is not defined in the SA CbC Regulations, nor in the Guidance. Consequently, ambiguity exists as to which amounts should be regarded as revenue when considering the reporting threshold of R10 billion.
It is submitted that two possible interpretations exist. The first is derived from Article 2 of the SA CbC Regulations, the filing obligation regulation, and refers to the total consolidated group revenue of an MNE Group (as defined in 'The term Constituent Entity, as defined in Article 1 of the SA CbC regulations' section -second paragraph).
The latter implies that the amount of revenue must be determined with reference to the governing accounting principles regulating the measurement and recognition of revenue in the jurisdiction of the filing entity of the MNE Group. This view is supported by the Guidance, in which the OECD refers to total consolidated group revenue as items that are included in total consolidated group revenue if those items are presented in the consolidated financial statements under the applicable accounting rules of the jurisdiction in which the filing entity is a tax resident (OECD 2017).
IFRS 15, the accounting principles applicable to revenue in South Africa, defines revenue as 'income that arises in the course of an entity's ordinary activities'. Income is a broader term which encompasses revenue and is defined as:
... increases in economic benefits during the accounting period in the form of inflows or enhancements of assets or decreases of liabilities that result in an increase in equity, other than those relating to contributions from equity participants. (IFRS 15 2014:Appendix A)
To be classified as revenue, income must therefore derive from ordinary activities.
The concept 'ordinary activities' is not defined in IFRS. The Oxford Dictionary of Accounting (Law 2010) defines the term as 'activities that are usually, frequently or regularly undertaken by the entity or a related activity engaged in by the entity in furtherance of, incidental to, or arising from activities usually, frequently or regularly undertaken by it'. Hence, in practice, companies normally disclose revenue generated from their core business activities as a separate line item from which cost of sales is deducted to derive a figure for gross profit. Amounts received from activities other than core business activities are disclosed as other income.
The second interpretation of the concept of revenue in the context of CbC reporting is derived from the standard template set out in the OECD's final report on BEPS Action 13, Transfer Pricing and CbC reporting. Article 4 of the SA CbC Regulations prescribes that the CbC report must contain the information set out in, and apply the definitions and instructions contained in, the standard template in Annex III to Chapter V of the final report.
The final report includes revenues from sales of inventory and properties, services, royalties, interest, premiums and any other amount, but excludes payments received from other constituent entities that are treated as dividends in the payer's tax jurisdiction (OECD 2015) . This description seems to refer to the concept of income rather than revenue, but, for example, does not include foreign exchange gains.
The BRS remains silent on the interpretation of the concept when referring to revenue (SARS 2017b). Interaction with practitioners showed that they are of the opinion that the outline as per the Guidance of what should be reported as revenue should also be applied to determine the total consolidated group revenue of an MNE Group, against which to measure the R10 billion threshold. This view is, however, in contradiction with the meaning assigned to the concept of revenue as per IFRS 15, as determined with reference to the SA CbC Regulations.
The contradictory views regarding the determination of revenue to determine the threshold and subsequent filing obligation may influence the scope of CbC reporting in a South African context. The significance of the impact of the identified ambiguities relating to both constituent entities and revenue was investigated and described in the next section.
Empirical analysis Background
In the 'Review' section, reference was made to relevant legislation, terms used therein, international standards and further applicable literature. The ruling in CIR v. Stellenbosch Farmers' Winery 13 SATC 381 determined that, in South Africa, the accounting treatment of amounts does not necessarily determine the tax consequences thereof. The CbC reporting regulations are effectively provisions prescribing and administering the reporting of information from an international tax point of view. The fact that the terminology in the SA CbC Regulations is based on those provided by the OECD, which appears to be driven by accounting, rather than tax principles, justifies the analysis of applicable IFRSs in this study.
The outcome of the review forms the theoretical basis of the empirical analysis by identifying ambiguities that might influence the scope of CbC reporting in a South African context. 
Defining the study population
To answer the research questions, this study required financial data from JSE-listed companies. Based on a list received from the JSE, there were 293 companies listed with ordinary shares on the JSE main board on 31 December 2016 (excluding suspended companies). Given the information needs of this study, 215 companies were removed as summarised in Table 1 and discussed below.
As a first step, the 101 companies listed in the financial industry were removed given their unique financial reporting structure (e.g. interest income instead of revenue) and additional disclosure requirements. Another three companies were removed as these companies did not publish a 2016 annual report and no financial statement data were therefore available for 2016.
The authors further argued that as companies with an IFRS reported revenue of less than R8 billion (i.e. narrow definition) were not at risk of misclassification if the wider definition is used, all companies with a reported revenue of less than R8 billion were removed. Another 108 companies were therefore removed.
Finally, as CbC reporting is only applicable to companies with at least one foreign subsidiary (narrow MNE Group definition) or at least one foreign subsidiary or associate or joint venture (wider MNE Group definition), three companies were removed as these companies had neither a foreign subsidiary, associate nor joint venture and could therefore 
Detail Number
Companies listed with ordinary shares on the Johannesburg Stock Exchange main board on 31 December 2016
293
Companies listed in the financial sector -101
Companies that did not publish a 2016 annual report as on 31 July 2017 -3
Companies with revenue less than R8 billion (narrow definition) -108
Companies with no foreign subsidiaries, associates or joint ventures -3
Study population 78
not be classified as an MNE Group. The result is a study population of 78 companies.
Methodology
To ascertain whether the conflicting revenue and MNE Group definitions, as discussed, have a significant impact on business practice in South Africa, a two-stage methodology is followed. Firstly, the group structure of the study population is inspected to establish the impact of using respectively the narrow and the wider MNE Group definition.
Secondly, the 2016 annual reports 1 of the study population are scrutinised to ascertain the bearing of using, respectively, the narrow and the wider revenue and MNE Group definitions. To ascertain the significance of the impact of the various definitions on revenue and therefore whether the company is CbC compliant or not, t-tests were performed to determine whether companies' reported revenue (narrow definition) differs significantly from firstly revenue (wider definition) using the narrow MNE Group definition and secondly revenue (wider definition) using the wider MNE Group definition.
Based on an inspection of the normal p-plot of the revenue (narrow definition), revenue closely resembles a normal distribution (an assumption that is needed for using the t-test [Keller & Warrack 1997] ).
Data collection
Revenue (narrow definition) and group structures were captured from the IRESS database (previously known as INET BFA). To calculate revenue (wider definition) and to confirm the multinational status of companies with no foreign subsidiaries according to IRESS, the 2016 annual reports of companies were used. The effective date of the CbC Reporting Regulations in South Africa was year-ends ending on or after 31 December 2016. As such, the 2016 calendar year was seen as the turning point for this research.
Results
Results are discussed with reference to the two-stage methodology followed in this study (see the 'Methodology' section).
Stage 1
Of the 78 companies in the study population (see Table 1 ), two companies did not have a foreign subsidiary, but their 2016 annual report did include at least one foreign associate or joint venture. Using the narrow MNE Group definition 76 companies therefore qualify as opposed to the wider MNE Group definition where 78 companies qualified. Table 2 summarises these results.
1.The SA CbC Regulations apply with effect from the reporting fiscal years of MNE Groups beginning on or after 01 January 2016 and, consequently, a qualifying South African-parented group with a calendar financial year will be expected to file its first report for 2016 with SARS by the end of 2017 (SARS 2016).
Stage 2
Of the above 78 companies included in the study population, 13 companies had a reported revenue of less than R10 billion, but more than R8 billion according to the narrow definition. However, if the wider revenue definition is including, for example, other income and interest received, but excluding the companies' profit share from associates and joint ventures, 3 of the 13 companies will now have a revenue figure exceeding R10 billion. Including the companies' profit share from associates and joint ventures, based on the wider MNE Group definition, 4 of the 13 companies will have a revenue figure exceeding R10 billion. Table 3 shows the number of companies that will have to comply to CbC reporting if either of the two wider definitions is used.
Although it is admitted that the power of statistical tests will be severely restricted given the small number of companies, t-tests were performed to test whether the groups (based on revenue definitions) as reported in Table 3 differed significantly from each other.
The revenue (narrow definition) group differed significantly from both the wider definition groups at, respectively, the 1% level (p = 0.006) for the revenue wider definition group excluding associates and joint ventures and the 5% level (p = 0.039) for the revenue wider definition group including associates and joint ventures.
These results therefore provide some statistical evidence that the ambiguities in defining MNE group constituents and revenue, as discussed in this article, has a significant impact on business practice. Whether companies will have to comply or be exempted from CbC reporting may therefore depend on whether the wider or narrow definitions are used for both revenue and MNE group constituents.
Conclusion and recommendations
The OECD's objective with Action 13 of the BEPS initiative was to create a global standard for CbC reporting, enabling data to be easily shared and compared by tax authorities Therefore, the objective of this study was focussed on the identification of the filing obligation and subsequent scope of CbC reporting in South Africa. The review identified possible obstacles a South African MNE Group may face while determining whether they must comply with the CbC reporting documentation rules. The analysis of the terms Constituent Entity and Group indicated that as a result of the influence of South African domestic income tax legislation, the structure of MNEs is defined more broadly than that of the global standard by also including non-controlling entities like associates and joint ventures as Constituent Entities. The analysis of the concept 'revenue' indicated that two possible interpretations of the concept exist. The concept can either be interpreted by means of IFRS 15 to equate to income generated from transactions from the 'ordinary activities' of the entity or be interpreted through the much wider outline of revenue that must be disclosed as per the OECD.
A quantitative analysis to explore the impact of conflicting MNE Group and revenue definitions, provided support for need for more precise guidance to companies on whether they have to comply. A comparison of the conflicting revenue definitions provides a compelling case for guidance on how revenue should be defined, as 4 of the 13 companies with a reported revenue between R8 and R10 billion face the risk of misclassification depending on the definition used.
It should however be emphasised that it can merely be concluded that the application of alternative revenue definitions has a significant impact on the revenue amount of companies with a reported revenue (i.e. narrow definition) of between R8 and R10 billion. Care should be taken that these findings are not generalised to conclude that a change in classification (i.e. whether the company is CbC compliant or not) is statistically expected, as such a reclassification also depends on the reported revenue before the application of the alternative revenue definitions (e.g. a company with a reported revenue of R8 billion compared to a company with a reported revenue of R9.9 billion).
The exclusion of companies with a reported revenue of less than R8 billion can be seen as a possible limitation, as these companies may have significant amounts of other income and/or foreign associations and joint ventures. A further limitation may be the exclusion of companies listed in the financial sector. This warrants the need for future research through an application of a wider definition of the study population; for example, including companies with a reported revenue of less than R8 billion or companies listed in the financial sector. This study further focussed only on pointing out ambiguities, with no attempt to rectify such ambiguities. Future research could therefore focus on how CbC compliance should be defined in an international context.
